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OFFICE OF REPORTS AND ES TIMATES , CTA
FAR BAST/PACIFIC BRAIGH

INTELLIGEWCE BIGHLIGHTS NO. %8
2 February - 8 February 1949

SECTION I. S[REMRY;OF PAR FEAST TRENDS AND DEVELOPMENTS

The UK is seeking assurances that a revived Japanese textile industry
will not compete with her for export markets (pe 2). In labor circles, the
Japen Teachers® Union may divide over the Communist issue while two Comumnisie
dominated wnions plan to aceept a membership bid from the lorid Fedsration
of Trade Unions despite almost certaln SCAP disapproval {po 2)

Wihile press reports of "invasion™ of South Korea were exargerations of
another horder incident, the Domocratic Peoplea? Republic plans s politicsl
invasion of the gouth st the end of March when it will spongor undergiround
elections thers (ps 3)e Meenwhile, the UN Kores Commission faces the probe
lem of divided South Koresn opinion on the subject of US troop withdrawals
(pe 4)o

In China, II Tsung-jen spent ancther wesk in futile peace efforts angd
okayed CHANG Chihechung®s negotiations with the USSR which may lead %o complote
reslization of Soviet ambitions in Sinkiang (p, ‘8). Vhile the ismnanecs of
new regional currencies emphasized the Nationalist Govermment's digintepgration
(po 9); Shanghai shippers took heart over the possibility of resumed coagtal
trade with Communist-held North China I{p, 9} CHEN Cheng, Governor of
Teiwan, appealed for continued US aid (p. %) end Communists in Tientsin con«
fiscated US relief stockpiles (p. B). There was little military activity
anywhere in China (p. 8), =

Ho Chi Minh ordered a feneral counteroffensive apainst the French in
Indochine (p. 4).

In Burma, the dissident PVO group rallied to the Goverament side in its
present strugrle with the Karens, while € in € Smith Dun fave up his command
(Po 4).

A new plan for éettlemenﬁ of the Indonesian dispute, which the interned
Republican leaders view with skeptioism, hes been sdvenced by the Duteh {p, 5).

The margiral notations nsed In succeeding sections of this leekly
("A", "B® or “C") indiente the importance of the items in B/FE opinion
vith "A" representing the most important.,
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SECTICN II. DEVELOPMENTS IN SPECIFIED AREAS

JAPAN

UK_wauts toxtile cartel. In he scheduled April meeting of patioms involved "C¥ E
in the General Agreement on Teriffs and Irede {GATT), the US delegation "
is expected to ask that Japan be granted Upost-favored-nation® treatment
perticularly in regerd to textile exports. Great Britein, fearful of

future Japanese competition in the toxtile field, hes indieated that an
Anglo-US~Japanese sgroement mst be srranged prior to the GATT conforence :
: ¢ the UK is to support the US proposal,

US State Department has clrcularized 1ts diplomatic and comsulsy
of ficers, requesting instences of diserimination egainst Japanese imports,
as for example the Australian differential duty on Japanese textiles.
Such discrimination, if it proves to be approciable, could endanger Jepen’s
economic rehabilitation,

leber trends, Communist influences in tho Japanese labor picture were -4
highlighted last week, in the homeland ty evente at the Teachers? Union
convention apd abroad by an invitation to oin the World Pederstion of

Trade Unions (WFIU).

At the 4th Convention of the Japen Teachers’ Unicn, a motion to remove
support from the commnist-front Tleague to Protect Deamocracy™, was appro-
ved by the Central Committes 113 to 62 with 18 sbstaining., Thie move
towsrds the right may have been inspired Ly YWAMA Masao's armouncement that
he had joined the Commnist Party. IWAMA, a member of the Diet?s Upper
House and sn influential union leader, has a radical reccrd that dates
back to formation of the lst post-wer teachers' union, tZenkyo." He
figured in the suceeding conflict between the left-wing "Zenkyo" and the
aonservetive "Tokyolyo" teachers® union. With the merger of the two fac-
tions in June of 1947, IWAMA retained considerable influence,

Passage of the anti-Communist motion mey hereld snother split within
the Union. As in other unionms, reacting against increased Commnist
influence, this mey result in formation of a "Democratization League
within the Japen Teachers' Union, which will oppose any leftist activities
of the parent body, The question 18 which faction will be sufficiently
strong to force the other into 2 minority position.

Internationally, the reported decision of the WFTU Executive Cormittes,
meeting in Peris, to admit Japanese labor orgenizations was warmly velcomed
by two Commmnist-demineted lebor organizations, Sanbetsu and Zenroren.

The Socialist~influenced Sodomei, cu the other hand, may reject the bid.
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Japan is not st present a membor of sny internmational bodies and it is
doabtful whether SCAP will approve membership in tho WFIU., 3Both tho WFIT
invitation, extended after the withdrawal of the CIO end the Britdsk TUC,
and the oxpected noisy election of Jspancse delsgates to the Juns conven-
tilon probably anticipate SCAP disepproval = an action that will furnish
grist for the Coamumist propagenda mill,

EOREA .
sgrth Koreaps will sponsor undorground eleetions in South. On 30 Merch,

Worthern Koreans are ascheduled to elect members to the township and acunmby
Pecplea? Coamlitess for the first time., Pyongyang radio?s announcement
of the coming elsction stated that scuthern Keres will bo invited to par-
ticipate. Underground revival of Pacples® Commitiess in the South is
urdcaubltedly designed to continus the Soviet policy of creating confusion
in the US-gponscred Republic and to emphesizs that the Democratic Pecples?’
Republie desires "unification” of the peninsula despite US occupetion of
the scuthern zome,

Pacples® Committess were orgenized throughout Korea st the time of
Japan®s ecollapse snd were designed to form the basis of an imdigenous
Korsan govermment, They were the local organs of govermment and, im
USSR-occupied Korea, were recognized and utilized as the structure upon
vhich to base the Commmnist regime. In US-~occupied Korea, however, the
committess were ordered to dilsperse and 111 will against the US resulted.
At present, the Republic of Korsa fills nsarly all such local offices by
sppointment and has no immediate plsns for local elsction, Southern
Koreans still have fond memories of their dilspersed Peoples’ Committees
and petionalistic pride may well be aroused by an effort to revive thias
experiment in self-government, even if spensored by the northern puppet
regime,

Eresp "Invasion! reports oxapgerated. The weet coast border clash head-
lined last week as sn invasion of the south Wy North Koreen forces proved,
upon investigation, to be a small~Scale affalr, Since all US troops were
withdrawn from 38th Parallel outposts on 15 Jamuary, o number of incldents
have occurred, They appear to be small -snsla Peconnaissance operatlons,
designed to dlacover South Korean unit strengihs, locations snd ldentitles
and test thelr siate of alertness, None, hovever, have beem of iuvasion
magnitude =~ laest week's affeir included. Such reconnaissance probes cem
be expected to continue, ‘
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me. By 5 Fobruary, all tut two of the UN Kerea "B®
ucum:lesion delecvatea hed errived in Seocul, The Commiselon will confer

with Republic of Koroa officials bafare acting to implement its mission

of unifying Korea and obsorving er meking recommendations regarding the
withdraval of fareign trecps, Its work will be hampered both by the pro=

bebls refusal of Demccratic Pooples’ Republie officlals to deal with the
Coamission and by conflicting vliewpoints a2 to its proper function amd

actions in the south,

The prinecipel southern issue will arise over the question of . Lue
dArawvel of US troops, President Rhee will attempt to obtain a Commission
recommendation in faver of contimued U3 occupation, In opposition to Rhee,
as nany o8 40 younger members of the Nationsl Assembly mey follow the
- lead of Viee Spesker Kim Yok Soo in asking the Cormission to recommend
immediate withdrawal of US foarces, Leftists in South Kores, who hitherto
have been hostlle to all UN attempts to medlate in Koresu affairs, sy
dsclde to adopt a temporary lins of ostontatious cooperatlion, in sn effart
to convince the Commission that there is no danger of civil war and that
Korean unity cen be peaceably schieved when US froops withdraw,

ak X ians, An order for a general counteroffensive ageinst ngR
'the li’renchg iasued a‘t. tha et of Jamuary by Viet Minh Commanmder—in-Chief
Vo-nguyoen-Giap, was confirmed by Prosident Ho Chi Minh following a recemt
meeting with his ministers, In calling for redcubled eiforis to achieve
ultimate and total victory, Ho emphasized that French strength must not

be underestimeted, At the same time, Ho once more denied the French

allsgation that he hed signed a secret trsaty with the Chinese Commmnists

m :une 194.80 :

DURMA :
Bage wor contimyes. Two significant developments in the Karen-Burmen nRY .

atruggls ceme this week, First, the Peoples? Volunteer Organlzation (FVO),
which has been in armed rebellion ozainst the Govermment since July, 1948,
is emerging in increasing munmbers to assilat Government forces in the
fighting, particulsrly in and arround the important port of Bassein and

at Insein, 10 riles north of Ranmgoon, It seems likely that similar achiom
has been taken by PVO groups throughout ILower Burma and that other Burw
mons, Commmnists included, may disraersrd their politilcal differences anmd
follow the lead of the PVO's in telking up erms against the Kepens,

<ErTET
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BURMA {continued)

Secondly, It. Gen, Smith Dun, Burmese Commander—in-g hief, has left
Rangoon for Kalaw, in Northern Burma, ostensibly on sick leave, Smith
Dun, a Karen, has been replaced by Bo Ne Yin, a Burman and Yeft-Uing
Socialist, Smith Dunts departure will rrobably eause further Karen
desertions from the Burmese Army. Both these developments make the
possibility of a general, amicable setilement between Karens and Burmans
inereasingly remote, :

TNDONESTA

Duteh present new plan, A new scheme for the transfer of Netherlands
sovereipnty to an Tndonesian federation is eurrently scheduled for dis-
cussion cn the Island of Bangka, The all-Indonesian meeting ig suppossd
to include Rermubliean President Sockarno, Premier Hatta and a delegation
of Federalists, If the Bangka conference accepts the Duteh plan (Neth-
erlands relinguishment of sovereignty within two months to a "Republie
of the United States of Indonesia"), both Duteh and Security Council

. timetables for elections and the granting of sovereignty would be cone

siderably accelerated,

Republican leadera, however, view the plan with skepticism, regard- |
ing it as a Dutch deviee to cirecumvent the 28 January UN resclution,
Until recently, they have declined to partic ipate, as individuals, in
discussions with the Federalists, but have insisted that they be recoge
nized as representatives of a reconstitubed Republican Government.

The Federalists, through whom the Duteh have attempted to win Repub.

¢ liean support, have showm an unexpected independenze of their own, They

have been reluctant to condemn the latest S resslution end to commit
themselves to any specific course of action. 'hile eertain of the Fed~
eralists are avowedly pro-Republican, the great majority are anxious to
stall withont committing themselves until it is elear that either the
Duteh or the Republicans will retain the balence of power in Indonesis,

CHINA

LT Tsung-jen's continuing efforts to negotiate peace with the Com~
munists appear to be facing diminishing prospects of suseess. TIn addition
to the Commnists' intransigence, there iz a growing split within the
rarks of the National Government over whether or not to continue nogotia~
tions. TPremier SN Fo in Canton has declared that the Government will
fight on if honorable peace negotiations fail, The Cabinet, which has
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" Manchuria; although MAO Tse~tung stated publicly his desire that Outer
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given LI little support, has departed from Nanking and refuses to comply
with LI's request to return. LI fears that the Generalissimo also is
attempting to sabotage his peace efforts, despite reported assurances
from CHIANG of his continued support. While it is to LI's personal
advantage to continue negotiations, few Nationalist officials are likely

"to accept any binding peece commitments LI might meke with the CTom-

munists,

Sinkiang to become Soviet buffer. Soviet Ambassedor Koshchin's mAt
transfer to Ganton, and CHANG Chih-chung’s missicn to Tihum, may be
related in a Soviet maneuver aimed at consclidating Soviet control in
Sinkiang, thercby realizing a strategic security objective of the "IGSR.

For the past year Roshchin has been identified with the prospect
of Soviet medietion in the Chinese civil war. last month, when the
USSR formally declined to mediate, Soviet sources confirmed reports
that Roshchin would leave prosently for Moscow, Last week, however,
Roshchin f'ollowed the Chinese Ministry of Foreign Affairs to Canton,
the only Ambessedor to do so., It is perhaps implied thereby that Loshchints
mediation mission alse remaina, or that the USSR desires the Chinese
Government to belisve that Soviet mediation is still possible. More~
over, the Chinese Govermment srgans now in Canton are the proper
authorities for ratifying international agreements,

It is probable that the USSR does not desire a strong China - even
& Communisgt China -~ om the Soviet borders, and therefore is sesking
to form a buffer area through Manchuria, Inner Mongolia, and Sinkiang.
The Sino-Soviet Treaty of 1945 provided for a strong Soviet position in

Mongolia be restored to China, that area became a Soviet satellite, and
may draw Juoner Mongolia into its orbit; and now the Soviet position in
Sinkieng should be greatly strengthened by the "local agreement” which
CHANG has gone to Tihue to negotiate.

The agreement reportedly would grent the Soviet Union mining, trade
and eviation monopolies in Sinkiang for the next forty to fifty years.
The mining monopoly would give the Soviets full rights to exploit Sinkiang's
little~known resources of oil, wolfram and gold. O0il deposits in Sinkiang
are rumored to be sufficient to supply the entire Scviet Far East,
though this would require meny years of development., The mining monopoly
would also meke possible Soviet exploration to check on unconfirmed
reports of uranium in Sinkiang,

A Soviet trade monopoly would provide for exchange of Sinkisng's
rew materials, principally wool, for manufactured goods from the USSR,
In addition there would be a new civil aviation agreement renewing the
virtual air monopoly held by the USSR under the Sino-Soviet Aviation
Agreement which was denounced by China lsst September.

CHANG®*s mission might well prepare the ground for making « Soviet
sitellite not only of a1l Sinkiang, but perhaps of parts of Ningsis,
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Chinghai, and Kansu. While the Sinkiang provincial government has long
desired resumption of trade with the USSR, the present Chinese Govern-

ment would seem to heve little to gain, in that its life oxpectency is
certainly not the 40 or 50 years which the Sinkiang pact envisages.

Thus the Chinese Government may be seeking, in return for approval of

the "local agreement,” & means for preserving its own life: specifically,

by Soviet mediation in the civil war. It is improbeble that ths USSR

will or can mediate successfully to that end; but the USSR could esslly
promise to attempt it, and Aeting President LI Tsung-jen appears sufficiently
naive and desperate to accept such a promise,

The Chinese Communist radio has not yet mentioned the Sinkisng
negotiations. Tibua, however, is one of the 16 major centers towhich,
according to the Communists, the Peiping surrender f ormula will be
applicable. Thus the propoaed "local agreement,” if it were to remove
Sinkiang from the eventual control of the Chinese Communists, would
seem to qualify as one of the "traitorous” treaties which the Communists
bave dencunced. It is therefore possible that the USSR and the Chinese
Communists arc plotting this maneuver in concert: i,e., that the USSR
will promise to attempt mediation, will additionally promise CHANG and the
Moslem governors of Ningsie and Chinghai that their suthority will be
proserved, and will then allow the area to pass into Chinese Commmist
control. It seems more likely, however, that the USSR, if not seeking
direct control of a Horthwest "autonomous” regime, is at leamst seeking
a position strong enough to permit the Chinese Communists to enter the
Northwest only on USSR terma.

The participants in & Soviet - Nationelist sgreement, if the
Chinese Communists woere genuinely excluded from it, would obtain widely
varying returns: the USSR would get Sinkiang; the Chiness Government -

a sack of wind; OHANG - = comfortable berth, subject to sudden relocetion;
and the Moslem leaders - continued, although insecure, authority.

The Chinese Communists would be confronted with a serious dilemms:
whether to accept in silence this major loss in territory and face, as
was the case in regard to Outer Mongolia, or to denounce the agreement
and attempt ~ with their increased strength since 1945 - to rectify

it, in which case their relations with their one important internationsl
friend would be severoly compromised. While a Soviel maneuver in denying
the Northwest to the Communists or rostricting their authority therein
would certainly increase the chances for Titoism in China, the Soviet
ennexation of the border regions would make the fact of Titoism, if

it does appear in China, less dangerous in ite effects upon the USSR,

Taiwan Governor bids for US support. In un apparent effort to REL
obtain US good will and support, through ECA and other forms of aid, ‘
Governor CHEN Cheng has indicated to US officials he intemds to develop
in Taiwan an autonomous, anti-Comnmunist sdministration, which would be
independent of mainland China. His known loyalty to CHIANG Xai-shek and
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the latter's careful preparation to make the island his final stronghold
belie CHEN's claim that circumstances do not permit CHIANG's return %o
power, even in Taiwan, Moreover, CHEN's ruthless charmcier and his
previous record in military and provimeial administration fail to sub~
stantiate his promise of & compstent and popular rogime. Also interesting
to note are recent public stetements of CHANG Chun in Chungking and

WSUEH Yueh in Canton, similar to those of the Taiwan Governor, regarding
the proaspsct of CHIANG's return. Althouzh these statements may partielly
reflect personal views, it is likelwy iha¥ they comstitute maneuvers

for US aid and may evon have ths ©acit approval of the Generaliesimo.

Insctivity characterizes silitery situation. This week the Com= rani

munists continusd Lo masa their colurms in aw area above Hanking from which
they can ensily move southward across the Yangtze and occupy the

vital cities of the Yangtze delta when the Nationalists complete the
evacustion of those points. The exact intention of the Bationmlist
command, which at present lacks oven a semblance of ccheaion. ig difficult

to establish. Some reports indicate Nationalist combat forces nave

besn withdrewn from the Nenking=Shanghai area, while others atate

this wovement has included only servlice treops. Anocther report notes
that TANG Fn-po's commend--s waximum 150,000 strong-~has been tendered
defense funds by Shanghal groups in the expectation that these forces
would be employed in the defense of that metropolis. Still another
report expresses doubt the the bulk of the city's populace wish {0 see
that city envolved in any future fighting. It is probable that the
great mejority of the Hationalists, civil and militery alike, have little
faith in the success of LI Tsung-jen's present pemce overtures. To ‘
the north the Communists celebrated their cleanup of North China by
holding & big “liberation” celevration in which conquering Communist
forces paraded in the streets of Peiping. US observers report that the
armaments of the troops which entered Peiping was proedominately Japanese
with & heavy proportion of automatic weapons, some hed US Tommy gunz,
carovines, and artillery, the motorized equipment was US made, end that
the troops themselves, dressed in a conglomeration of uniforms appsired
to be in good condition.

[ 2

Gommuni.sts confiscats ECA food at Tientsin. The Communist move
in abruptly terminating the Tientsin food ration progrem by confiscation
and distribution of ECA flour stocks appesars to have been shortsesighted.
The chief repercussion may be & food shortage sccompanied by eratic

32
[ A]

s

prices until the harvest season. Ihe Communists have not been sufficlemtly |

aware that feeding the £-3 million people in Tientsin and its enwvirons
entails large-~scale food imports and an efficient collection and dis-
tribution organization. Primerily because of ECA the people of Peiping
and Tientsin have become accustomed to a sufficient amount of cheap

food during the last sixz months; if the Commupigts are unsble, by transiers
from food surplus areas, to meet this standerd, it will be difficult

to justify to the people their hostile sction toward ECA.
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local surroncies are energing throughout non-Communist China. In o
consequence of inereasing economic imoiation Hunen Province issued a
naw currency this week called the silver yuan. At Hankow Paj Chung-~hsi
expressed his disgust with the defunct §0ld yuan by suthorizing free
circulation (and bank acceptance) of silver dollars in Bupeh Province.
the Taiwan provincial govermment has benned all remittances of gold yuen
Prom the meinland because of its worthlessness and inflationary effect.
the s00% depreciation of the #0oldd yuan this week plus thedsparture of
most of the Central Bank oxcept the currency issuing department for
Canton will force the emergonce of many other local currencies, <the
possible abandonment of thes gold yuan by the Canton refugee governaent
is reported by a Hong Kong Communist nawspaper, which claims that =«
"Four United Provinces" currency has been printed in Hong Kong (presumably
to cover ¥wangtung, Kwangsi, Pukien and Kiengsi).,

The posaibility of coastal trads Letween Shanghei and North Ching rpe
developed this week, The Keilan Wining Administration in Gommunist
Borth China has arranged with Central Trust, g subsidiary of the Central
Bank, to exchange 100,000 tons of Hallan coal for 300,000 bags of
Shenghai flour. Beonomienlly, the exchange is ideal since coal is
plentiful in Forth Chine and searce in Shanghei, and the reverse is
true of flour. ‘The Ksilan Mining Administration has assured the
ships’ entry and clesrence at Chinwengtao if they £1y only the Kailan
house flag.

Shipping circles throughout the Far East are anx<iously awmiting
the reopening of Communist ports in Morth Chins 4o foreign and cosstal
trade. The American 8iip, President Fillmore, has received word from
Peiping that srrangments for unloading its carge at Tangku have besn
made. In face of foreign competition, the Execubtive Yusn finelly approved
Chinese shipping %o Communist destinations,
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